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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  report  on  the  financial-compliance  audit  of  the  Department  of  Agriculture  (department) 
for  the  two  fiscal  years  ended  June  30,  2005.  This  report  includes  three  recommendations 
concerning  accounting  misstatements  and  documentation  of  Agriculture  Development  Council 
decisions.  The  department's  written  response  is  included  in  this  report. 

We  thank  the  director  and  her  staff  for  the  assistance  and  cooperation  provided  during  the  audit. 


Respectfiilly  submitted. 


James  Gillett 

Deputy  Legislative  Auditor 
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Report  Summary 


Department  of 
Agriculture 


This  report  contains  the  resuhs  of  our  financial-compliance  audit  of 
the  Department  of  Agriculture  (department)  for  the  two  fiscal  years 
ended  June  30,  2005.  The  previous  audit  report  of  the  department 
contained  two  recommendations.  The  department  implemented  both 
recommendations . 


This  report  includes  three  recommendations  to  the  department 
related  to  accounting  for  loan  investment  activities,  documentation  of 
Agriculture  Development  Council  decisions,  and  accounting  for  hail 
insurance  refunds. 

We  issued  an  unqualified  opinion  on  the  department's  financial 
schedules  for  each  of  the  two  fiscal  years  ended  June  30,  2004,  and 
2005,  which  means  the  reader  may  rely  on  the  presented  financial 
information  and  the  supporting  detailed  information  on  the  Statewide 
Accounting,  Budgeting,  and  Human  Resource  System. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  department  record  receivables  and  adjust 
expenditures  related  to  loans  issued  by  the  Growth  Through 
Agriculture  program  on  the  state's  accounting  system,  as 
required  by  state  accounting  policy 


Agency  Response:  Concur.  See  page  B-3. 


Recommendation  #2 


We  recommend  the  department  work  with  the  Agriculture 
Development  Council  to  implement  guidelines  for 
documenting  decisions  related  to  loan  deferment  and 
forgiveness 


Agency  Response:  Concur.  See  page  B-4. 
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Recommendation  #3  We  recommend  the  department  account  for  refunds  issued 

under  the  Hail  Insurance  Program  in  accordance  with  state 
accounting  poUcy 


Agency  Response:  Concur.  See  page  B-4. 
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Introduction 


Introduction 


We  performed  a  financial-compliance  audit  of  the  Department  of 
Agriculture  (department)  for  the  two  fiscal  years  ended  June  30, 
2005.  The  objectives  of  the  audit  were  to: 


1 .  Determine  if  the  department  complied  with  applicable  state  and 
federal  laws  and  regulations. 

2.  Review  the  department's  internal  financial  operations, 
administrative  controls,  and  make  recommendations  for  their 
improvement. 

3.  Determine  if  the  department's  financial  schedules  present  fairly, 
in  accordance  with  state  accounting  policy,  the  results  of 
operations  for  the  two  fiscal  years  ended  June  30,  2005. 

4.  Determine  the  status  of  the  recommendations  from  the  prior 
audit. 


Background 


This  report  contains  three  recommendations  to  the  department. 
Other  areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  included  in  this 
report,  but  have  been  discussed  with  management.  In  accordance 
with  section  5-13-307,  MCA,  we  analyzed  and  disclosed  the  costs,  if 
significant,  of  implementing  the  recommendations  made  in  this 
report. 

The  Constitution  of  the  State  of  Montana  mandates  the  legislature 
provide  for  a  Department  of  Agriculture,  with  its  duties  to  be 
established  by  law.  The  department's  statutory  functions  and 
responsibilities  are  to: 


1 .  Encourage  and  promote  the  interests  of  Montana  agriculture. 

2.  Collect  and  publish  agricultural  statistics. 

3.  Assist,  encourage,  and  promote  the  organization  of  farmers' 
institutes,  agricultural  societies,  fairs,  and  other  exhibitions  of 
agriculture. 

4.  Adopt  standards  for  grade  and  other  classifications  of  farm 
products. 

5.  Assist  in  the  development  of  economical  and  efficient 
marketing  distribution  systems. 
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6.  Gather  and  distribute  marketing  information  concerning  supply, 
demand,  price,  and  mo\ement  of  farm  products. 

7.  Regulate  and  protect  Montana  agricultural  activities  through  the 
administration  of  statutes  related  to  agriculture. 

The  department  is  organized  under  the  following  divisions: 

Central  Services  Division  (13  FTE)  -  includes  the  director's  office 
and  provides  support  to  all  of  the  programs  in  the  department  by 
performing  accounting,  fiscal  management,  payroll,  purchasing, 
property  control,  data  processing,  and  legal  support  functions. 

Agricultural  Sciences  Division  (60.67  FTE)  -  administers 
agricultural  programs  relating  to  the  production,  manufacturing,  and 
marketing  of  commodities  exported  from  or  distributed  in  the  state. 
The  division  administers  the  Montana  Pesticides  Act.  Crop  Insect 
Detection  Act,  Vertebrate  Pest  Management  Act,  Agricultiiral 
Chemical  Groimdwater  Protection  Act,  Noxious  Weed  Management 
Trust  Fund  Act,  Commercial  Feed  and  Fertilizer  laws.  Organic 
Certification  program,  and  the  department's  Chemical  Analytical 
Laboratory.  Division  personnel  provide  technical  and  consultant 
services  to  consumers  and  agricultural  producers. 


Prior  Audit 
Recommendations 


Agricultural  Development  Division  (47.12  FTE)  -  administers 
programs  that  promote  Montana  agriculture  through  market 
development  and  business  assistance.  The  program  provides 
administrative  suppwrt  to  the  Alfalfa  Seed  Committee,  the  Montana 
Wheat  and  Barley  Committee,  the  Agricultural  Development 
Council,  and  the  Board  of  Hail  Insurance.  The  division  includes  the 
State  Grain  Laboratory,  which  performs  tests  to  establish  contract 
settlement  prices  between  buyers  and  sellers  of  grain  crops. 

The  prior  financial-compliance  audit  of  the  department  contained 
two  recommendations.  The  department  implemented  both 
recommendations . 


Page  2 


Findings  and  Recommendations 


Accounting  for  Loan 


Activities 


The  department  does  not  properly  account  for  loan  activities  of 
the  Growth  Through  Agriculture  program. 


The  Montana  Department  of  Agriculture's  Growth  Through 
Agriculture  program  offers  loan  opportunities  for  new  and 
innovative  agriculture  marketing  ideas  or  agribusiness  developments. 
During  fiscal  years  2003-04  and  2004-05,  the  department  issued 
13  deferred  loans,  but  did  not  establish  a  receivable  for  any  of  the 
loans  on  the  state's  accounting  system.  As  a  result,  Grants  from 
State  Sources  expenditures  are  overstated  by  $226,965  in  fiscal  year 
2003-04.  and  $244,015  in  2004-05,  in  the  Agriculture  Development 
Division  on  the  Schedule  of  Expenditures  &  Transfers-Out.  In 
addition,  receivables  are  understated  by  $470,980  at  June  30,  2005. 

hi  the  past,  the  department  recorded  an  expenditure  when  making  a 
loan  because  loan  repayment  was  contingent  upon  attainment  of 
benchmarks.  When  benchmarks  were  met  and  repayment  began,  the 
department's  procedure  was  to  record  loan  repayments  as  revenue. 
Benchmarks  no  longer  trigger  repayment.  Department  accounting 
procedures  did  not  change  when  benchmarking  requirements 
changed. 

During  the  planning  phase  of  the  audit,  department  personnel 
expressed  concern  with  department's  accounting  for  loan  activities. 
Department  personnel  stated  their  procedures  did  not  include 
recording  a  receivable  or  adjusting  the  expenditures.  State 
accounting  policy  requires  agencies  to  establish  receivables  when 
recording  loans  on  the  state's  accounting  system. 


Recommendation  #1 


We  recommend  the  department  record  receivables  and  adjust 
expenditures  related  to  loans  issued  by  the  Growth  Through 
Agriculture  program  on  the  state's  accounting  system,  as 
required  by  state  accounting  policy. 
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Findings  and  Recommendations 


Documentation  of 
Agriculture  Development 
Council  Decisions 


Loan  decisions  that  are  made  by  the  council  lack  documentation. 

The  Agriculture  Development  Council  administers  the  Growth 
Through  Agriculture  program.  The  council  is  responsible  for 
reviewing  and  issuing  grants  and  loans  to  members  of  the 
agricultural  industry.  The  council  is  also  responsible  for  establishing 
repayment  provisions  and  following  up  with  collection  actions.  The 
council  meets  quarterly  and  votes  on  decisions  related  to  the 
awarding  and  collecting  of  loans. 


During  the  current  audit  we  reviewed  four  loans.  Two  of  the  four 
applicants  requested  forgiveness  of  the  loans  and  the  other  two 
requested  deferment. 

Of  the  two  applicants  that  requested  forgiveness,  one  received  a 
forgiveness  of  only  the  interest  accrued  and  the  other  received  a 
deferment.  Only  one  of  these  decisions  included  documentation  on 
the  basis  for  the  council's  decision.  The  decision  that  was  not 
documented  was  to  forgive  the  interest  accrued.  This  applicant  had 
two  loans  for  a  total  of  $29.73 1 . 

Of  the  two  applicants  that  requested  deferment,  one  was  granted 
forgiveness  for  the  total  loan  amount  of  $18,700.  The  basis  for 
forgiving  the  loan  was  not  documented  and  was  not  consistent  with 
the  request  of  the  applicant  or  with  the  department's 
recommendation  to  the  council. 


When  council  decisions  lack  documentation  it  appears  inconsistent 
decisions  are  being  made  between  applicants.  The  department 
should  work  with  the  council  to  develop  procedures  or  guidelines  for 
documenting  decisions  on  loan  forgiveness  and  deferment. 


Recommendation  #2 


We  recommend  the  department  work  with  the  .\griculture 
Development  Council  to  implement  guidelines  for  documenting 
decisions  related  to  loan  deferment  and  forgiveness. 
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Findings  and  Recommendations 


Accounting  for  Hail 
Insurance  Refunds 


The  department  did  not  properly  account  for  refunds  issued 
under  the  Hail  Insurance  Program. 


The  Montana  Hail  Insurance  Program  provides  basic  hail  insurance 
coverage  on  many  crops  grown  in  Montana.  If  at  the  end  of  the  hail 
insurance  season,  the  Board  of  Hail  Insurance  determines  that  more 
funds  are  accumulating  from  the  current  year's  rates  than  were 
estimated  when  the  rates  were  established,  and  these  funds  are  in 
excess  of  losses,  expenses,  and  maintenance  of  the  reserve,  the  board 
may  refund  the  excess  to  current  year  policyholders. 

The  board  declared  a  10  percent  refund  in  fiscal  year  2003-04,  and  a 
20  percent  refund  in  fiscal  year  2004-05.  In  both  fiscal  years  the 
department  recorded  these  refunds  in  the  Supplies  &  Materials 
expenditure  category  rather  than  in  the  Other  Expense  expenditure 
category.  As  a  result.  Supplies  &  Materials  expenditures  are 
overstated  and  Other  Expenses  are  understated  by  $42,407  in  fiscal 
year  2003-04.  Central  Services  Division  personnel  processed 
correcting  entries  on  the  state's  accounting  system  for  the  fiscal  year 
2004-05  refunds  of  $791,026,  once  we  notified  them  of  this  issue. 
Therefore,  the  state's  accounting  records  are  correct  for  fiscal  year 
2004-05. 

State  accounting  policy  directs  a  policyholder  dividend  (or  return  of 
contributions),  to  be  recorded  as  a  dividend  expense  within  the  Other 
Expense  expenditure  category.  The  last  time  a  refund  was  issued, 
prior  to  fiscal  year  2003-04,  was  in  fiscal  year  1 998-99,  so  the 
department  did  not  realize  they  used  the  wrong  account. 


Recommendation  #3 


We  recommend  the  department  account  for  refunds  issued 
under  the  Hail  Insurance  Program  in  accordance  with  state 
accounting  policy. 
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LEGISLATIVE  AUDIT  DIVISION 

Scott  A.  Seacat.  Legislative  Auditor  Deputy  Legislative  Auditors: 

John  W.  Northey,  Legal  Counsel  Jim  Pellegrini,  Performance  Audit 

Tori  Hunthausen,  IS  Audit  &  Operations 
James  Gillett,  Financial-Compliance  Audit 

INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the 
Department  of  Agriculture  for  each  of  the  fiscal  years  ended  June  30,  2004,  and  2005.  The  information 
contained  in  these  financial  schedules  is  the  responsibility  of  the  department's  management.  Our 
responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  auditing  standards  generally  accepted  in  the  United  States  of 
America.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on 
a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well 
as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable 
basis  for  our  opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  accounting  principles  generally  accepted  in  the  United  States  of  America.  The  schedules  are 
not  intended  to  be  a  complete  presentation  and  disclosure  of  the  department's,  assets,  liabilities  and  cash 
flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the  results 
of  operations  and  changes  in  fund  balances  and  property  held  in  trust  of  the  Department  of  Agriculture  for 
each  of  the  fiscal  years  ended  June  30,  2004,  and  2005,  in  conformity  with  the  basis  of  accounting 
described  in  note  I . 


Respectfiilly  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 
August  22,  2005 


Room  160,  State  Capitol  Building  PO  Box  201705  Helena,  MT  59620-1705 
Phone  (406)  444-3 1 22  FAX  (406)  444-9784  E-Mail  lacKgi.mt.gov 
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MONTANA  DEPARTMENT  OF  AGRICULTURE 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  2005 


PROGRAM  (ORG)  EXPENDITURES  &  TFWNSFERS-OUT 

Personal  Services 
Salanes 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Matenals 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenarx:e 
Other  Expenses 
Total 


AGRICULTURAL 

AGRICULTURAL 

DEVELOPMENT 

SCIENCES  DIVISION 

1.052.232 

$                      1,913,834 

78.800 

63,605 

10,625 

2,500 

315,186 

627,723 

(408) 

1,456,435 

2.607,662 

437,072 

444.086 

30.910 

244.268 

71.491 

76.034 

140.895 

138,857 

81.377 

87,325 

8.562 

5.628 

47.383 

1,336.664 

44.604 

2.112.599 

1,082.557 

CENTRAL  SERVICES 
DIVISION 


556,978 


152.555 


709.533 


45,390 
13,927 
13.618 
16.032 
32,488 

2.367 
32.269 


156.091 


TOTAL 


3.523.044 

142,405 

13.125 

1,095,464 

(408) 

4.773,630 


926,548 

289,105 

161,143 

295,784 

201,190 

8,562 

55.378 

1.413.537 

3.351,247 


Equipment  &  Intangible  Assets 
Equipment 

Capital  Leases-Equipment-Nonbudgeted 
Total 

Grants 
From  State  Sources 
From  Federal  Sources 
Total 

Benefits  &  Claims 
From  State  Sources 
Total 

Transfers 
Accounting  Entity  Transfers 
Intra-Entity  Expense 
Total 

Debt  Service 
Capital  Leases 
Total 

Total  Expenditures  &  Transfers-Out 

EXPENDITURES  &  TFIANSFERS-OUT  BY  FUND 

General  Fund 

State  Special  Revenue  Fund 
Federal  Special  Revenue  Fund 
Enterpnse  Fund 
Permanent  Fund 
Total  Expenditures  &  Transfers-Out 


1,577,723 


1 ,577,723 


1,973,519 


1,973,519 


37,659 


37,659 


7157.935 

1.254,106 

2.767,425 

4,470 

3.131,934 

167.387 
8.825 


176.212 


1.914,420 
1.879,453 


3.793,873 


251.954 
197.199 


449.153 


2.662 


2,662 


8.112,119 


141,385 

4.712.850 

3.020.181 

642 

237.061 


865.624 


969 

581.927 

223,793 

58,935 


167.387 
8.825 


176.212 

3.492,143 
1,879.453 

5.371.596 

1,973.519 

1.973.519 

289,613 
197,199 

486,812 

2,662 

2.662 

$   16,135,678 

7,157.935 


8,112,119 


865.624 


1 .396.460 
8,062.202 
3,248.444 
3,191.511 
237,061 
16,135,678 


Less      Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 
Budget  Autfvanty 
Unspent  Budget  Authority 


999.505 
(128.808) 


6,287.238 

11.346.267 

5.059,029 


464,472 
(23,888) 


7,671,535 
11,191,812 


3.520,277 


(82) 


1.463.977 

(152,778) 

14,824,479 

23,790,625 

386,640         $     8,966,146 


865,706 
1,252,546 


UNSPENT  BUDGET  AUTHORITY  BY  FUND 


General  Fund 

State  Special  Revenue  Fund 
Federal  Special  Revenue  Fund 
Enterpnse  Fund 
Unspent  Budget  Authonty 


328,568 

852,705 

315,678 

3.562.078 


5,059.029 


1.310 

672.409 

2,842.382 

4.176 


3,520.277 


195.900 
190,940 


386.840 


$  525.778 
1,525,114 
3,349,000 
3,566,254 

$     8,966,146 


This  schedule  is  prepared  from  the  Statewide  Accounting,  Budgeting,  and  Human  Resources  System  (SABHRS)  without  adjustment 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 . 
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MONTANA  DEPARTMENT  OF  AGRICULTURE 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  2004 


PROGRAM  (ORG)  EXPENDITURES  &  TRANSFERS-OUT 

Personal  Services 
Salanes 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operatng  Expenses 
Other  Services 
Supplies  &  Matenals 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


AGRICULTURAL 

AGRICULTURAL 

CENTRAL  SERVICES 

DEVELOPMENT 

SCIENCES  DIVISION 

DIVISION 

TOTAL 

1,045,014 

$                       1,792.778         $                                    519.563 

$     3,357.355 

84,276 

53,671 

137.947 

1 1 ,700 

2,225 

13.925 

311,899 

554.511 

141.122 

1.007.532 

(10,647) 

(10.647) 

1,442,242 

2.403.185 

660.685 

4.506.112 

559,974 

281.285 

69.371 

910.630 

91,742 

261.148 

26,662 

379.552 

72,230 

66,589 

10.847 

149.666 

246,395 

142,464 

18,352 

407.211 

57,675 

81,776 

30,990 

170.441 

8,344 

8,344 

26,939 

93.570 

3,946 

124.455 

854,924 

46.172 

46,121 

947.217 

1.918,223 


973,004 


206.289 


3,097,516 


Equipment  &  Intangible  Assets 
Equipment 
Total 


53,169 


53,169 


144,781 


144,781 


7,930 


7,930 


205,880 
205,880 


Grants 
From  State  Sources 
From  Federal  Sources 
From  Other  Sources 
Total 


1,830.962 
3.627 


1.834.589 


1.864.387 
532.351 


2.396.738 


3.695,349 

532,351 

3,627 

4,231.327 


Benefits  &  Claims 
From  State  Sources 
Total 


1.162,689 


1,162,689 


1.162,689 
1,162,689 


Transfers 
Accounting  Entity  Transfers 
Intra-Entity  Expense 
Total 

Total  Expenditures  &  Transfers-Out 


13,732 


13,732 


6,424,644 


268,224 
190,518 


458,742 


6,376.450 


874,904 


281,956 
190,518 
472,474 


$  13,675,998 


EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 


General  Fund 

State  Special  Revenue  Fund 
Federal  Special  Revenue  Fund 
Enterpnse  Fund 
Permanent  Fund 
Total  Expenditures  &  Transfers-Out 


1,455,115         $ 

101.341 

2.667.987 

4.819.367 

391.829 

1.202.117 

1.909.717 

511 

253.117 

6.424.648 

6.376.453 

174.359 
528.907 
115,660 

55,981 


874.907 


1,730.815 
8,016.261 
1,709.606 
1,966,209 
253,117 
13,676,008 


Less:     Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 
Budget  Authority 
Unspent  Budget  Authonty 


588,445 
(102,533) 


5,938,736 

11,769,366 

5,830,630 


474,102 
(14,133) 


5,916,484 
10,520,966 


4,604,482 


6.530 


1,069.077 
(116,950) 
12,723.881 

23,308.051 

149,058         $  10,584,170 


868,661 
1,017,719 


UNSPENT  BUDGET  AUTHORITY  BY  FUND 


General  Fund 

State  Special  Revenue  Fund 
Federal  Special  Revenue  Fund 
Enterpnse  Fund 
Unspent  Budget  Authority 


185,347 

872,790 

334,306 

4,438,185 


5,830,628 


311 

532,462 

4,067,403 

4,307 


4,604,483 


21,841 

$        207,499 

45,534 

1,450,786 

80,684 

4,482,393 

1,000 

4,443,492 

149.059 


$  10,584,170 


This  schedule  is  prepared  ftxim  the  Statewide  Accounting.  Budgeting,  and  Human  Resources  System  (SABHRS)  without 
adjustment.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  t>eginntng  on  page  A-1 1 , 
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Montana  Department  of  Agriculture 

Notes  to  the  Financial  Schedules 
For  the  Two  Fiscal  Years  Ended  June  30,  2005 


1.    Summarv' of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defmed  by  state  accounting  policy,  for  its  Governmental  fund 
category  (General,  State  Special  Revenue,  Federal  Special  Revenue, 
and  Permanent)  and  certain  liabilities  of  defmed  benefit  pension 
plans  and  certain  post  employment  healthcare  plans.  In  applying  the 
modified  accrual  basis,  the  department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable,  with  the 
exception  of  the  cost  of  employees'  annual  and  sick  leave. 
State  accounting  policy  requires  the  department  to  record 
the  cost  of  employees'  annual  leave  and  sick  leave  when 
used  or  paid. 

The  department  uses  accrual  basis  accounting  for  its  Proprietary 
(Enterprise)  and  Fiduciary  (Private-Purpose  Trust,  and  Agency)  fund 
categories.  Under  the  accrual  basis,  as  defined  by  state  accounting 
policy,  the  department  records  revenues  in  the  accounting  period 
earned  when  measurable  and  records  expenses  in  the  period  incurred 
when  measurable. 

Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 
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Notes  to  the  Financial  Schedules 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  state's  accounting  system  without 
adjustment. 


The  department  uses  the  following  funds: 


Governmental  Fund 
Category 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


State  Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  (other  than  major  capital  projects)  that  are  legally 
restricted  to  expenditures  for  specific  purposes.  Department  State 
Special  Revenue  Funds  include  activities  related  to  registration  and 
inspections  of  fertilizers  and  feed;  grain  inspections;  wheat,  barley, 
and  alfalfa  seed  market  research  and  promotion;  Growth  Through 
Agriculture  investments  and  noxious  weed  management  projects. 


Proprietary  Fund  Category 


Federal  Special  Revenue  Fund  -  to  account  for  proceeds  of 
specific  federal  revenue  sources  legally  restricted  to  expenditures  for 
specific  purposes  other  than  major  capital  projects.  Department 
Federal  Special  Revenue  Funds  include  Agricultural  Sciences, 
Agricultural  Development,  and  Central  Services. 

Permanent  Fund  -  to  account  for  financial  resources  that  are  legally 
restricted  to  the  extent  that  only  earnings,  and  not  principal,  may  be 
used  for  purposes  that  support  the  department's  programs.  The 
department  uses  this  fund  to  account  for  the  Noxious  Weed 
Management  Trust  activity. 

Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where 
the  Legislature  intends  that  the  department  finance  or  recover  costs 
primarily  through  user  charges;  or  (b)  where  the  Legislature  has 
decided  that  periodic  determination  of  revenues  earned,  expenses 
incurred  or  net  income  is  appropriate  for  capital  maintenance,  public 
policy,  management  control,  accountability,  or  other  purposes. 
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Notes  to  the  Financial  Schedules 


Fiducian  Fund  Category 


Department  Enterprise  Funds  include  the  Hail  Insurance,  Alfalfa 
Leaf-cutting  Bee,  and  Beginning  Farm  Loan  Programs. 

Private-Purpose  Trust  Fund  -  to  account  for  activity  of  all  trust 
arrangements  under  which  principal  and  income  benefit  individuals, 
private  organizations,  or  other  governments.  The  department's 
Private-Purpose  Trust  Fund  accounts  for  Rural  Development  assets. 
The  Private-Purpose  Trust  Fund  moved  to  the  State  Special  Revenue 
Fund  in  fiscal  year  2004.  The  movement  of  Rural  Development 
assets  is  shown  with  a  direct  entry  to  fund  balance  on  the  Schedule  of 
Changes  in  Fund  Balances  &  Property  Held  In  Trust  for  fiscal  year 
2004. 


General  Fund  Balance 
(negative  balances) 


Direct  Entries  to  Fund 
Balance 


Agency  Fund  -  to  account  for  resources  held  by  the  state  in  a 
custodial  capacity.  The  department  Agency  Funds  account  for 
commercial  pesticide  applicator  certificates  of  deposit. 

The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.  Each  agency  has  authority  to  pay 
obligations  from  the  statewide  General  Fund  within  its  appropriation 
limits.  Each  agency  expends  cash  or  other  assets  from  the  statewide 
fund  when  it  pays  General  Fund  obligations.  The  department's 
outstanding  liabilities  exceed  the  assets  the  agency  has  placed  in  the 
fund,  resulting  in  negative  ending  General  Fund  balances  for  each  of 
the  two  fiscal  years  ended  June  30.  2004,  and  June  30,  2005. 

Direct  entries  to  fund  balances  in  the  General,  State  Special 
Revenue,  Federal  Special  Revenue,  and  Permanent  funds  include 
entries  generated  by  SABHRS  to  reflect  the  flow  of  resources  within 
individual  fiinds  shared  by  separate  agencies.  Direct  entries  to  fund 
balances  in  the  Private-Purpose  Trust  Fund  and  State  Special 
Revenue  Fund  in  fiscal  year  2004  are  related  to  the  movement  of 
Rural  Development  assets  from  the  trust  fund  to  the  State  Special 
Revenue  Fund. 
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Notes  to  the  Financial  Schedules 


4.       Other  Financing  Sources  The  Other  Financing  Sources  revenue  category  in  the  State  Special 

Revenue  Category  Revenue  Fund  includes  accounting  transfers  from  the  General  and 

Permanent  Funds  related  to  Noxious  Weed  Management. 


Page  A-14 


Department  Response 


Page  B-1 


Page  B-2 


Montana 
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Governor  /  Director 
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September  26,  2005 


RECEIVED 

SEP  2  7  2005 

LEGISLATIVE  AUDIT  DIV. 

James  Gillett 

Deputy  Legislative  Auditor 
Room  160  State  Capitol 
PO  Box  201705 
Helena  MT  59620-1705 

Dear  Mr.  Gillett: 

We  would  like  to  thank  you  and  your  staff  for  the  professional  manner  in  which  the 
department's  financial-compliance  audit  was  performed.  The  results  of  the  audit,  as 
well  as  suggestions  offered,  will  be  used  to  improve  our  operations.  Listed  below  are  the 
Departmient  of  Agriculture's  responses  to  the  audit  recommendations  presented  in  your 
audit  report  covering  the  two  fiscal  years  ended  June  30,  2005. 

Recommendation  #1: 

We  recommend  the  department  record  receivables  and  adjust  expenditures  related  to 
loans  issued  by  the  Growth  Through  Agriculture  program  on  the  state's  accounting 
system,  as  required  by  state  accounting  policy. 

Response: 

We  concur.  The  department  has  developed  a  procedure  to  record  receivables  and 
adjust  expenditures  related  to  loans  issued  by  the  Growth  Through  Agriculture  program 
on  the  state's  accounting  system.   In  accordance  with  this  procedure,  entries  have  been 
made  in  fiscal  year  2006  to  accurately  reflect  the  Growth  Through  Agriculture  program 
through  June  30,  2005. 

Recommendation  #2: 

We  recommend  the  department  work  with  the  Agriculture  Development  Council  to 
implement  guidelines  for  documenting  decisions  related  to  loan  deferment  and 
forgiveness. 
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James  Gillett 
September  26,  2005 


Response: 


We  concur.  Department  staff  is  developing  procedures  for  documenting  decisions  on 
loan  forgiveness  and  deferment  for  implementation  at  the  fall  Agriculture  Development 
Council  meeting. 

Recommendation  #3: 

We  recommend  the  department  account  for  refunds  issued  under  the  Hail  Insurance 
Program  in  accordance  with  state  accounting  policy. 

Response: 

We  concur.  The  department  strives  to  properly  reflect  financial  transactions  in 
accordance  with  state  law  and  through  ongoing  communication,  oversight,  and 
management  review  the  proper  codes  will  be  used  in  the  future. 


Sincerely, 


/ 
Nancy  K.  Peterson 
Director 

c:         Kathy  Seacat 
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